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ACCRUAL
A sum included in the final accounts attributable to the year but for which payment has yet to be
made or income received. Accruals are made for revenue and capital expenditure and income.

ACTUARIAL GAINS & LOSSES

These are changes in the actuary’s assessment of the value of future pension fund requirement.
Changes result from actual events not matching previous actuarial assumptions or from a change in
assumptions on which the valuation is based.

AGENCY
The provision of services by one local authority, on behalf of and reimbursed by, the responsible local
authority or central government.

APPOINTED AUDITORS
BDO (LLP) is Medway Council’s appointed Auditor.

ASSET

An item having a value, measurable in monetary terms. Assets can be defined as current or non-
current. A current asset can be readily converted into cash (for example stocks or a short term
debtor). A long-term asset is expected to yield economic benefits to the authority for more than one
year (for example a building or a long-term investment).

AUDIT OF ACCOUNTS
An independent examination of the Authority’s financial affairs.

AUTHORISED LIMIT
The maximum amount of external debt the Authority can owe to external lenders under the Local
Government Act 2003

BUDGET
The spending plans of the Authority over a specific period of time — generally the financial year,
1 April to 31 March.

CAPITAL ADJUSTMENT ACCOUNT

The Capital Adjustment Account absorbs the timing differences arising from the different
arrangements for accounting for the consumption of non-current assets and for financing the
acquisition, construction or additions to those assets under statutory provisions.

CAPITAL EXPENDITURE
Expenditure to acquire or enhance long-term assets.

CAPITAL FINANCING

The raising of money to pay for capital expenditure. There are various methods of financing capital
expenditure, including borrowing, leasing, using capital receipts, grants or contributions from third
parties, or directly from revenue budgets.

CAPITAL PROGRAMME
The capital schemes the Authority intends to carry out over a specified period of time.

CAPITAL RECEIPT
The proceeds from the disposal of land or other long-term assets.
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CHARTERED INSTITUTE OF PUBLIC FINANCE & ACCOUNTANCY (CIPFA)
The professional accountancy body specialising in the public sector.

CORPORATE AND DEMOCRATIC CORE
Incorporates:

Democratic Representation and Management which includes all aspects of members’ activities
including civic ceremonials, members’ allowances and all officer support to this function and;

Corporate management, which includes all the functions of the Chief Executive, external audit,
treasury management and ‘corporate’ bank charges.

Unapportionable Central Overheads which is substantially the cost of past service contribution to
the pension fund, charges for added years and early retirements. The former was previously
allocated to services.

COLLECTION FUND
A separate fund for the collection and distribution of amounts due in respect of Council Tax and
National Non-Domestic Rates (NNDR).

COMMUNITY ASSETS

Assets that the Authority intends to hold in perpetuity, or that have no determinable useful life, and
that may have restrictions on their disposal. Examples of community assets include parks and
historical buildings.

CONSISTENCY
The concept that ensures the accounting treatment of like items within an accounting period and from
one period to the next one is the same.

CONSTRUCTION CONTRACT

A construction contract is a contract, or a similar binding arrangement, specifically negotiated for the
construction of an asset or a combination of assets that are closely interrelated or interdependent in
terms of their design, technology and function or their ultimate purpose or use. Construction contracts
include contracts for the rendering of services which are directly related to the construction of an
asset (for example those for the services of project managers and architects), contracts for the
destruction or restoration of assets, and the restoration of the environment following the demolition of
assets.

CONTINGENT ASSET

A possible asset that arises from past events and whose existence will be confirmed only by the
occurrence or non-occurrence of one or more uncertain future events not wholly within the control of
the authority.

CONTINGENT LIABILITY

A possible obligation that arises from past events and whose existence will be confirmed only by the
occurrence or non-occurrence of one or more uncertain future events not wholly within the control of
the authority, or a present obligation that arises from past events but is not recognised because it is
not probable that an outflow of resources embodying economic benefits or service potential will be
required to settle the obligation, or the amount of the obligation cannot be measured with sufficient
reliability.

CREDITOR
Amounts owed by the Authority for works done, good received or services rendered before the end of
the accounting period but for which payments had not been made by the end of that period.
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CURRENT SERVICE COST
The increase in the present value of a defined benefit obligation resulting from employee service in
the current period.

DEBTOR
Amounts due to the Authority for works done, goods received or services rendered before the end of
accounting period but for which payments had not been received by the end of that period.

DEFINED BENEFIT SCHEME
A pension scheme under which members pension benefits are calculated independently of
contributions payable.

DEFINED CONTRIBUTION SCHEME
A pension scheme under which contributions into the scheme are set but the pension benefits
payable are related to the performance of investments made by the fund.

DEPRECIABLE AMOUNT
Depreciable amount is the cost of an asset, or other amount substituted for cost, less residual value.

DEPRECIATION
Is the systematic allocation of the depreciable amount of an asset over its useful life.

DERECOGNITION
This is the process of removing financial assets or liabilities from the Balance Sheet once
performance under the contract is complete or the contract is terminated.

DISCOUNTS

Discounts represent the outstanding discount received on the premature repayment of Public Works
Loan Board loans. In line with the requirements of the Code, gains arising from the repurchase or
early settlement of borrowing have been written back to revenue. However, where the repurchase or
borrowing was coupled with a refinancing or restructuring of borrowing with substantially the same
overall economic effect when viewed as a whole, gains have been recognised over the life of the
replacement loan.

EARMARKED RESERVES
These are reserves held to meet specific, known or predicted future expenditure.

EXCEPTIONAL ITEMS
Significant items of income or expenditure on ordinary activities of the Authority but which due to their
size or incidence are disclosed separately to give a fair presentation of the accounts.

EXTERNAL AUDIT

The independent examination of the activities and accounts of Local Authorities to ensure the
accounts have been prepared in accordance with legislative requirements and proper practices and
to ensure the Authority has made proper arrangements to secure value for money in its use of
resources.

EMPLOYEE EXPENDITURE
The salaries and wages of employees together with national insurance, superannuation and all other
pay-related allowances. Training expenses and professional fees are also included.
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EXPENDITURE

This is amounts paid by the Authority for goods received or services rendered of either a capital or
revenue nature. This does not necessarily involve a cash payment since expenditure is deemed to
have been incurred once the goods or services have been received even if they have not been paid
for.

FAIR VALUE
The price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date.

FINANCIAL INSTRUMENTS

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
liability or equity instrument of another. The term ‘financial instrument’ covers both financial assets
and financial liabilities and includes both the most straightforward financial assets and liabilities such
as trade receivables and trade payables and the most complex such as derivatives and embedded
derivatives.

FINANCE LEASE
Is a lease that transfers substantially all the risks and rewards incidental to ownership of an asset.
Title may or may not eventually be transferred.

GENERAL FUND
The main revenue fund of the Authority including all services financed by local taxation and
government grants.

GOVERNMENT GRANTS

Grants made by the government towards either revenue or capital expenditure to support the cost of
the provision of local Authority’s services. These grants may be specifically towards the cost of
particular schemes or to support the general revenue spending of the Authority (Revenue Support
Grant).

GROUP ACCOUNTS

Group Accounts consolidate the financial results of the Authority, any of its subsidiaries and/or
associates. The Authority is not required to produce this for the 2015/16 Statement of Accounts, due
to materiality.

HERITAGE ASSET
A tangible asset with historic, artistic, scientific, technological, geophysical or environmental qualities
that is held and maintained principally for its contribution to knowledge and culture.

HIGHWAYS NETWORK ASSET

A grouping of interconnected components, expenditure on which is only recoverable by continued
use of the asset created, i.e. there is no prospect of sale or alternative use. Components include
carriageways, footways and cycletracks, structures, street lighting, street furniture, traffic
management systems and land.

HOUSING BENEFITS

This is an allowance to persons on low income (or none) to meet, in whole or part, their rent. Benefit
is allowed or paid by Local Authorities but Central Government refunds part of the cost of the benefits
and of the running costs of the services to Local Authorities. Benefits paid to the Authority’s own
tenants are known as rent rebate and that paid to private tenants as rent allowance.
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HOUSING REVENUE ACCOUNT (HRA)

Local Authorities are required to maintain a separate account - the Housing Revenue Account - which
sets out the expenditure and income arising from the provision of Council housing. Other services are
charged to the General Fund.

IMPAIRMENT

A reduction in the value of a non-current asset below its value brought forward in the Balance Sheet.
Examples of factors which may cause such a reduction in value include general price decreases, a
significant decline in a non-current asset’'s market value and evidence of obsolescence or physical
damage to the asset.

INCOME

These are amounts due to the Authority for goods supplied or services rendered of either a capital or
a revenue nature. This does not necessarily involve a cash payment. Income is deemed to have
been earned once the goods or services have been supplied even if the payment has not been
received (in which case the recipient is a debtor to the Authority).

INFRASTRUCTURE ASSETS

Non-current assets which generally cannot be sold and from which benefit can be obtained only by
continued use of the asset created. Examples of such assets are highways, footpaths, bridges and
water and drainage facilities.

INTANGIBLE ASSETS
These are non-current assets that do not have physical substance but are identifiable and controlled
by the Authority. Examples include software, licenses and patents.

INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

Defined Accounting Standards that must be applied by all reporting entities to all financial statements
in order to provide a true and fair view of the entity’s financial position, and a standardised method of
comparison with financial statements of the other entities.

INVESTMENT PROPERTIES

Properties (land or a building, or part of a building, or both) held solely to earn rentals or for capital
appreciation or both, rather than for either the use in the production or supply of
goods/services/administrative purposes, or sale in the ordinary course of operations.

JOINT VENTURE

This is an entity in which the reporting Authority has an interest on a longer term basis and is jointly
controlled by the reporting Authority and one or more other entities under a contractual or other
binding arrangement.

LEASE
An agreement whereby the lessor conveys to the lessee in return for a payment or series of
payments the right to use an asset for an agreed period of time.

LEASING COSTS
This is rental paid for the use of an asset for a specific period of time. Two forms of lease exist:
finance leases and operating leases.

LENDER OPTION BORROWER OPTION (LOBO)

A LOBO is a type of loan instrument. The borrower borrows a principal sum for the duration of the
loan period (typically 20 to 50 years), initially at a fixed interest rate. Periodically (typically every six
months to 3 years), the lender has the ability to alter the interest rate. Should the lender make this
offer, the borrower then has the option to continue with the instrument at the new rate or alternatively
to terminate the agreement and pay back the principal sum with no other penalty.
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LIABILITIES
These are amounts due to individuals or organisations which will have to be paid at some time in the
future. Current liabilities are usually payable within one year of the Balance Sheet date.

LONG TERM DEBTORS
Amounts due to Medway Council where payment is to be made over a time period of time in excess
of one year.

MATERIALITY
An item would be considered material to the financial statements if, through its omission or non-
disclosure, the financial statements would no longer show a true and fair view.

MEDIUM TERM FINANCIAL STRATEGY (MTFS)

A financial planning document setting out future years financial forecasts for the Authority. It
considers local and national policy influences and their impact on the general fund revenue budget,
capital programme and HRA. In Medway it usually covers a four year timeframe.

MINIMUM REVENUE PROVISION (MRP)

MRP is the minimum amount which must be charged to an Authority’s revenue account each year
and set aside as provision for credit liabilities, as required by the Local Government and Housing Act
1989.

NON-CURRENT ASSETS
Assets that yield benefits to the Authority and the services it provides for a period of more than one
year. Examples include land, buildings and vehicles.

NATIONAL NON-DOMESTIC RATE (NNDR or BUSINESS RATES)

NNDR is the levy on business property, based on a national rate in the pound applied to the ‘rateable
value’ of the property. The Government determines a national rate poundage each year which is
applicable to all Local Authorities. The income derived from business rates is distributed between
preceptors (Medway, Kent Fire and Rescue Service and Central Government) based upon a pre-
determined allocation percentage.

NET BOOK VALUE (NBV)
The amount at which fixed assets are included in the balance sheet, i.e. their historical cost or current
value less the cumulative amounts provided for depreciation.

NET DEBT
Net debt is the Authority’s borrowings less cash and liquid resources.

NET OPERATING EXPENDITURE
This compares all expenditure minus all income, other than the precept and transfers from reserves.

NON-OPERATIONAL ASSETS

Fixed assets held by the Authority, but not directly occupied or used in the delivery of services.
Examples are investment properties, or assets that are surplus to requirements, pending sale or
redevelopment.

NET REALISABLE VALUE (NRV)
NRYV is the open market value of the asset in its existing use (or open market value in the case of
non-operational assets) less the expenses to be incurred in realising the asset.

OPERATING LEASE
Is a lease other than a finance lease.
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OPERATIONAL ASSETS
Non-current assets held by the Authority and directly occupied or used in the delivery of its services.

PAST SERVICE COST

The change in the present value of the defined benefit obligation for employee service in prior
periods, resulting from a plan amendment (the introduction or withdrawal of, or changes to, a defined
benefit plan) or a curtailment (a significant reduction by the authority in the number of employees
covered by a plan), and any gain or loss on settlement.

PRECEPT

The amount levied by various Authorities that is collected by the Authority on their behalf. The
precepting Authorities in Medway are the Police and Crime Commissioner for Kent (PCCK) and the
Kent Fire and Rescue Service (KFRS)

PREMIUMS
These are discounts that have arisen following the early redemption of long term debt, which are
written down over the lifetime of replacement loans where applicable.

PRIOR PERIOD ADJUSTMENTS
These are material adjustments which are applicable to an earlier period arising from changes in
accounting policies or for the correction of fundamental errors.

PROPERTY, PLANT AND EQUIPMENT

Tangible assets (i.e. assets with physical substance) that are held for use in the production or supply
of goods and services, for rental to others, or for administrative purposes, and expected to be used
during more than one period.

PROVISION
An amount set aside for liabilities or losses which are certain to arise, but which due to their nature
cannot be quantified with certainty.

PRUDENTIAL BORROWING
This is borrowing for which no financial support is provided by Central Government. The borrowing
costs are to be met from revenue budgets.

PUBLIC WORKS LOAN BOARD (PWLB)
A central government agency that provides loans for one year and above to local authorities at
interest rates only slightly higher than those at which the government itself can borrow.

RATEABLE VALUE
The annual assumed rental value of a property that is used for Non Domestic Rate purposes.

RELATED PARTIES

Related parties are Central Government, other Local Authorities, precepting and levying bodies,
subsidiary and associated companies, Elected Members, all senior officers from Assistant Director
and above and the Pension Fund. For individuals identified as related parties, the following are also
presumed to be related parties:-

» members of the close family, or the same household; and

* partnerships, companies, trusts or other entities in which the individual, or member of their close
family or the same household, has a controlling interest.

RELATED PARTY TRANSACTIONS
A related party transaction is the transfer of assets or liabilities or the performance of services by, to
or for a related party irrespective of whether a price is charged. The principal issue is the degree of

Glossary of Terms 138



control or influence by one party over the other. For transactions not disclosed elsewhere in these
accounts, a related party with the Authority is either a member or senior officer of the Authority.

REPORTING STANDARDS

The Chartered Institute of Public Finance and Accountancy (CIPFA) Code of Practice prescribes the
accounting treatment and disclosures for all normal transactions of a Local Authority. The Code is
based on International Financial Reporting Standards (IFRS), International Accounting Standards
(IAS), Financial Reporting Standards (FRS) and Generally Accepted Accounting Practice (GAAP).

RESERVES

Amounts set aside for general contingencies, to provide working balances or earmarked to specific
future expenditure. Reserves of a revenue nature are available and can be spent or earmarked at the
discretion of the Authority. Some capital reserves such as the revaluation reserve cannot be used to
meet current expenditure.

REVALUATION RESERVE

The Reserve records the accumulated gains on the fixed assets held by the Authority arising from
increases in value as a result of inflation or other factors (to the extent that these gains have not been
consumed by subsequent downward movements in value).

REVENUE EXPENDITURE
The day-to-day expenses of providing services.

REVENUE EXPENDITURE FUNDED FROM CAPITAL UNDER STATUTE (REFCUS)

Expenditure incurred during the year that may be capitalised under statutory provision but that does
not result in the creation of a non-current asset that has been charged as expenditure to the
Comprehensive Income and Expenditure Statement (CIES).

REVENUE SUPPORT GRANT
The main unringfenced grant from Central Government to the Authority to support revenue budgets.

SERVICE REPORTING CODE OF PRACTICE (SeRCOP)

Prepared and published by CIPFA, the Service Reporting Code of Practice (SeRCOP) replaced the
previous Best Value Accounting Code of Practice (BVACOP). It is reviewed annually to ensure that it
develops in line with the needs of modern Local Government, Transparency, Best Value and public
services reform. SeRCOP establishes proper practices with regard to consistent financial reporting
for services and in England and Wales, it is given legislative backing by regulations which identify the
accounting practices it propounds as proper practices under the Local Government Act 2003.

TREASURY MANAGEMENT
The process of controlling the Authority’s cash flow, borrowing and lending activities.

TREASURY MANAGEMENT STRATEGY

A strategy prepared with regard to legislative and CIPFA requirements setting out the framework for
treasury management activity for the Authority.
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